
COMMONWEALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 

IN THE MATTER OF: 

NOTICE OF BIG RIVERS 
ELECTRIC CORPORATION 

0 
CASE NO. 7917 

NOTICE OF BIG RIVERS ELECTRIC CORPORATION PURSUANT 
TO KRS 278.180, 278.190 AND RELATED STATUTES A N D  
807 KAR 5 0 : 0 0 5 ,  SECTION 9 ,  A N D  RELATED SECTIONS, 
807 KAR 50:025, SECTIONS 5 THROUGH 8 ,  AND RELATED 
SECTIONS, A N D  807 KAR 50:075, SECTION l ( 2 )  AND 
( 1 2 )  AND RELATED SECTIONS, THAT ON AUGUST 2 1 ,  1 9 8 0 ,  
I T  WILL: 

(1) CHANGE ITS RATES FOR ELECTRIC SERVICE: 

( 2 )  REVISE ITS FUEL ADJUSTMENT CLAUSE BASE: A N D  

(3) DELETE ITS  PURCHASED POWER ADJUSTMENT CLAUSE. 

O R D E R  

On August 1, 1980 Big R i v e r s  E l e c t r i c  C o r p o r a t i o n  ( h e r e -  

i n a f t e r  A p p l i c a n t  or B i g  R i v e r s )  f i l e d  a n  a p p l i c a t i o n  w i t h  t h i s  

Commiss ion  t o  i n c r e a s e  i ts  rates  fo r  e lectr ic  service;  rev ise  

i ts  f u e l  a d j u s t m e n t  c l a u s e  base; a n d  t o  de le te  i ts  p u r c h a s e d  

power  a d j u s t m e n t  c lause.  Th'e proposed a d j u s t m e n t  i n  rates would 

i n c r e a s e  A p p l i c a n t ' s  r e v e n u e  by  $ 2 9 , 4 1 1 , 3 8 7  o n  an a n n u a l  b a s i s ,  

a n  i n c r e a s e  of 20.42% based o n  t h e  ac tua l  t e s t  y e a r  sa les .  Big 

R i v e r s  proposed t o  place t h e  new rates i n t o  effect  O n  August 21, 

1980 or upon commercialization of its Green g e n e r a t i n g  s t a t i o n  

Unit 2. A p p l i c a n t  s t a t e d  t h a t  t h e  p r i m a r y  r e a s o n  f o r  t h e  ra te  

a d j u s t m e n t  was t h e  increased costs aswocjntsd wdlh t h e  commcr- 

c i a l i z n t i o n  of its G r e e n  Unit 2 w h i c h  is a 242 megawatt coal 

f ired steam g e n e r a t i o n  u n i t .  

On A u g u s t  1 2 ,  1980 t h e  Commiss ion  i s s u e d  a n  order s u s p e n d -  

i n g  t h e  proposed rate a d j u s t m e n t  for a per iod  of five (5 )  

mon ths  on and  a f t e r  A u g u s t  2 1 ,  1980. The Commission issued a 

f u r t h e r  order o n  September 4 ,  1980 s c h e d u l i n g  a h e a r i n g  for 

September 30, 1980 and o r d e r i n g  t h a t  s t a t u t o r y  n o t i c e  of t h e  

proposed rate increase a n d  t h e  s c h e d u l e d  h e a r i n g  be p r o v i d e d  t o  

A p p l i c a n t ' s  c o n s u m e r s .  T h e r e a f t e r ,  a f t e r  A p p l i c a n t  h a v j n g  

prefiled p r e p a r e d  t e s t i m o n y ,  t h e  h e a r i n g  s c h e d r i l e d  for September 30, 

1980 w a s  c a n c e l l e d .  



On October 7 ,  1980 the Commission issued an order sched- 

uling the hearings for cross examination of Applicant's wit- 

nesses and the witnesses of the intervenors for November 19, 

1980 and December 11, 1980 respectively. 

Those formally intervening in these proceedings included 

the Consumer Intervention Division in the Department of Law; 
Anaconda Aluminum Company, a Division of the Anaconda Company 

(Anaconda); and National-Southwire Aluminum Company (NSA). 

These intervenors were present and participated in the public 

hearings which were conducted as scheduled at the Commission's 

offices in Frankfort, Kentucky. On October 21, 1980 the 

Commission issued an order sustaining the Motion of a consumer 

of Green River Electric Corporation to intervene i n  this 

matter. Although the Motion was sustained said intervenor did 

not part i c ipate  in any manner in these proceedings. 

Post hearing briefs were submitted by the Applicant, 

Anaconda Aluminum Company and National-Southwire Aluminum 

Company and the matter is now before the Commjssion for final 

determination. 

COMhIENTARY 

Big Rivers Electric Corporation is a member owned Rural 

Electric Cooperative organized under Chapter 279 of the Kentucky 

Revised Statutes and supplies the total energy requirements of 

its four distribution cooperative members. Three of these 

members, Henderson-Union Rural Electric Cooperative Corporation, 

Meade County Rural Electric Cooperative Corporation, and Green 

River Electric Corporation are served directly by Big Rivers. 

Jackson Purchase Electric Cooperative Corporation is presently 

served through a power supply contract w i t h  Kentucky Utilities 

Company. These distrlbutlon cooperatives provide service to 

approximately 68,500 consumers in the Western Kentucky counties 

of Ballard, Breckinridge, Caldwell, Carlisle, Crittenden, 

Daviess, Graves, Grayson, Hancock, Hardin, Henderson, Hopkins, 

Livingston, Lyon, Marshall, VcLean, McCracken, Meade, Muhlen- 

berg, Ohio, Union and Webster. 
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The t h r e e  d i s t r i b u t i o n  c o o p e r a t i v e s  s e r v e d  d i r e c t l y  by  1 
B i g  Rivers h a v e  a l l  f i l e d  app l i ca t ions  w i t h  this Commission t o  

pass a n y  i n c r e a s e  g i ' a n t e d  B i g  R i v e r s  i n  t h i s  matter o n  t o  

their consumers. 

A p p l i c a n t  p r e s c n t l y  h a s  u n d c r  cons t ruc t jon  t h c  s e c o n d  

1 
u n i t  of Its G r e e n  g e n e r a t i n g  s t a t i o n .  A major p o r t i o n  of t h e  

rate i n c r e a s e  r e q u e s t e d  h e r e i n  is based o n  t h e  a n t i c i p a t e d  

cost of o p e r a t i o n  a n d  t h e  f i x e d  cos t s  associated w i t h  t h i s  

u n i t  and t h e  first u n i t  w h i c h  began  comercial  o p e r a t i o n  on  

December 1, 1979. W i t h  t h e  a d d i t i o n  of t h e s e  new E e n e r a t i n g  

units, Big R i v e r s  w i l l  a c h i e v e  a more f a v o r a b l e  e n e r g y  s u p p l y  

s i t u a t i o n  w i t h  a r e d u c t i o n  i n  i ts d e p e n d e n c e  on  o t h e r  u t i l i t i e s .  

P r i o r  t o  t h e  a d d i t i o n  of t h i s  new g e n e r a t i n g  s t a t i o n  A p p l i c a n t  

w a s  r e q u i r e d  t o  p u r c h a s e  a p p r o x i m a t e l y  45% of i t s  e n e r g y  

r e q u i r e m e n t s .  

TEST YEAR 

Big R i v e r s  p r o p o s e d ,  a n d  t h e  C o m m i s s i o n  h a s  a c c e p t e d  t h e  

t w e l v e  month p e r i o d  e n d i n g  D e c e m b e r  31, 1979, as t h e  test 

period h e r e i n .  I n  u t i l i z i n g  t h e  h i s t o r i c  tes t  per iod t h e  

Commission h a s  given due  c o n s i d e r a t i o n  t o  a d j u s t m e n t s  f o r  

known and  m e a s u r a b l e  c h a n g e s  w h e r e  f o u n d  reasonable.  A p p l i -  

c a n t  t es t i f ied  t h a t  t h e  test y e a r  was a r e p r e s e n t a t i v e  t w e l v e  

mon th  p e r i o d  a n d  t h a t  n o  e x t r a o r d i n a r y  o r  n o n - r e o c c u r r i n g  

c h a r g e s ,  t h a t  have not been a d j u s t e d  f o r ,  were i n c l u d e d  i n  

t h i s  per iod.  

VALUATION 

On E x h i b i t  9 ,  Big R i v e r s  p r o p o s e d  a n e t  i n v e s t m e n t  ra te  

base at D e c e m b e r  3 1 ,  1979 of $ 4 1 0 , 9 7 4 , 4 4 0  a n d  a n  a d j u s t e d  ra te  

base of $ 4 6 7 , 6 3 1 , 8 1 2 .  The a d j u s t e d  ra te  base i n c l u d e d  a d d i -  

t i o n a l  p l a n t  i n  s e r v i c e  a n d  c o n s t r u c t i o n  work i n  progress t o  

r e f l e c t  t h e  a d d i t i o n  of the G r e e n  U n i t  2 .  The  d e p r e c i a t i o n  

reserve and  w o r k i n g  c a p i t a l  w e r e  a d j u s t e d  t o  i n c l u d e  t h e  

p r o p o s e d  a d j u s t m e n t s  t o  d e p r e c i a t i o n  e x p e n s e  a n d  o t h e r  o p e r -  

a t i n g  expenses in c o n f o r r n j t y  w i t h  Comrnlsslon pol j c y .  A p p l j c n n l .  

also a d j u s t e d  fuel stock and  materials and s u p p l . i e s .  
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T h e  Commission is of t h e  o p i n i o n  t h a t  t h e  p r o p o s e d  

a d j u s t m e n t s  are g e n e r a l l y  a c c e p t a b l e  w i t h  t h e  excep t ion  of t h e  

a d j u s t m e n t  t o  w o r k i n g  c a p i t a l  w h i c h  w e  h a v e  a d j u s t e d  t o  

r e f l e c t  o n l y  t h e  allowed p r o - f o r m a  a d j u s t m e n t s  a n d  t h e  a d -  

j u s t m e n t  t o  materials a n d  s u p p l i e s  a n d  f u e l  s t o c k .  T h e  Commission 

f i n d s  no s u p p o r t  i n  t h e  r e c o r d  f o r  t h e  p r o p o s e d  a d j u s t m e n t  t o  

materials a n d  s u p p l i e s  and  f u e l  s t o c k ;  t h e r e f o r e ,  t h e s e  a d j u s t -  

m e n t s  h a v e  n o t  b e e n  a c c e p t e d .  

B a s e d  o n  t h e  a f o r e s a i d  m o d i f i c a t i o n s  B i g  R i v e r s  a d j u s t e d  

n e t  I n v e s t m e n t  ra te  base w o u l d  a p p e a r  a s  f o l l o w s :  

T o t a l  P l a n t  i n  Service $ 4 6 4 , 0 9 1 , 5 6 6  
C o n s t r u c t i o n  Work i n  P r o g r e s s  4,160,304 
Fuel Stock 21,462,980 
Materials a n d  Supplies 4,135,505 
P r e p a y m e n t s  2 9 9 , 0 8 6  
Working C a p i t a l  

Sub-Tot a1 
1 4 , 2 3 5 , 7 8 0  

5 0 8 . 3 8 5 . 2 2 1  
L e s s :  D e p r e c i a t i o n  R e s e r v e  44;  024  967 
N e t  I n v e s t m e n t  $ 4 6 4 , 3 6 0 , 2 5 4  

I n  a l l o w i n g  t h e  p r o - f o r m a  n e t  i n v e s t m e n t  ra te  base t h e  

Commission is g i v i n g  f u l l  r e c o g n i t i o n  t o  t h e  a d d i t i o n  of t h e  

revenue p r o d u c i n g  i t e m  f o r  w h i c h  most o f  t h e  r a t e  increase 

h e r e i n  is s o u g h t .  The Commission a l s o  recognizes t h a t  t h e  

ac tua l  b a l a n c e s  i n  p l a n t  i n  s e r v i c e  a n d  c o n s t r u c t i o n  work i n  

progress ,  b a s e d  o n  t h e  m o s t  r e c e n t  m o n t h l y  repor t  s u b m i t t e d  by 

B i g  R i v e r s ,  e x c e e d  t h e  a d j u s t e d  amoun t s  i n c l u d e d  h e r e i n .  

The  Commission h a s  d e t e r m i n e d  t h a t  t h e  c a p i t a l  s t r u c t u r e  

o f  A p p l i c a n t  a t  t h e  e n d  of t h e  test  p e r i o d  was $ 4 1 3 , 0 6 8 , 9 4 8  

and  c o n s i s t e d  o f  $ 1 1 , 3 0 3 , 0 0 7  i n  l o n g  t e r m  d e b t  a n d  $ 4 0 1 , 7 6 5 , 9 4 1  

i n  m a r g i n s  and  e q u i t i e s .  A f t e r  t a k i n g  i n t o  c o n s i d e r a t i o n  t h e  

a d d i t i o n a l  l o n g  t e r m  d e b t  t o  be a c q u i r e d  for t h e  a d d i t i o n  of 

t..)ifj Groon U n l l .  2 ,  I 1 1 g  I t l v t * r ~ '  ~ * i i ~ ) l I . i i l  w l , r i i < * t , t a r d *  WCJCJI~I 1 ~ -  

$ 4 8 6 , 5 1 3 , 4 0 4  and  c o n s i s t  of $ 4 7 5 , 2 1 0 , 3 9 7  i n  long term d e b t  a n d  

$ 1 1 , 3 0 3 , 0 0 7  i n  m a r g i n s  and  e q u i t i e s .  

The Commission has g i v e n  c o n s i d e r a t i o n  t o  t h e s e  a n d  o t h e r  

e l e m e n t s  of v a l u e  i n  d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of t h e  

p r o p o s e d  rates a n d  c h a r g e s .  
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REVENUES AND EXPENSES 

B i g  R i v e r s  proposed t w e n t y - t h r e e  a d , j u s t m e n t s  t o  r e v e n u e s  

a n d  e x p e n s e s  as reflected o n  E x h i b i t  5 t o  t h e  a p p l i c a t i o n .  

A f t e r  a t h o r o u g h  e x a m i n a t i o n  of t h e  p r o p o s e d  a d j u s t m e n t s  t h e  

Commission f i n d s  t h a t  t h e y  are  g e n e r a l l y  a c c e p t a b l e  for ra te  

mak ing  p u r p o s e s  a n d  w i l l  i n c l u d e  a l l  of t h e  a d j u s t m e n t s  w i t h  

these m o d i f i c a t i o n s :  

(1) On E n t r y  3 a n d  7 B i g  R i v e r s  made a d j u s t m e n t s  t o  

ref lect  t h e  a d d i t i o n a l  r e v e n u e  a n d  power  cos t s  based o n  t h e  

a n t i c i p a t e d  g e n e r a t i o n  af ter  t h e  c o m m e r c i a l i z a t i o n  o f  t h e  

G r e e n  U n i t  2 .  However, i n  d e t e r m i n i n g  t h e  p r o j e c t e d  f u e l  cost  

on E n t r y  7 B i g  R i v e r s  f a i l e d  t o  c o n s i d e r  t h e  power  g e n e r a t e d  by  

t h e  Reid S t a t i o n  c o m b u s t i o n  t u r b i n e  g e n e r a t o r  a n d  the ac tua l  

g e n e r a t i o n  of G r e e n  U n i t  1 d u r i n g  t h e  t e s t  y e a r .  T h e  e f f e c t  

of these o m i s s i o n s  c a u s e s  a decrease i n  pro-forma f u e l  e x p e n s e  

of $376,020 w h i c h  r e d u c e s  t h e  average cos t  of f u e l  p e r  k i l o -  

w a t t  h o u r  f r o m  11.130 m i l l s  t o  10.889 m i l l s  per KWH. By 

r e d u c i n g  t h e  average cost  p e r  KWH g e n e r a t i o n  t h e  pro-forma 

a d j u s t m e n t  t o  n o r m a l i z e  r e v e n u e  based o n  t h e  i n c r e a s e d  fuel 

cost  reflected o n  E n t r y  3 would  a l so  be r e d u c e d  by $319,920. 

(2) On E n t r y  16 B i g  R i v e r s  p r o p o s e d  a p r o - f o r m a  a d j u s t -  

men t  of $6,860 t o  o p e r a t i o n  a n d  m a i n t e n a n c e  e x p e n s e  t o  r e f l e c t  

t h e  1979 E n e r g y  R e g u l a t o r y  Commiss ion  a s s e s s m e n t  r a t e  o f  1 . 2 1  

m i l l s  a n d  t h e  test y e a r  i n t r a s t a t e  r e v e n u e .  Based  o n  t h e  1980 

a s s e s s m e n t  ra te  of .8398 m i l l s  t h e  test  y e a r  a s s e s s m e n t  e x p e n s e  

s h o u l d  be r e d u c e d  by $ 3 8 , 7 8 8 .  A s i m i l a r  a d , j u s t m e n t  was proposed 

by A p p l i c a n t  o n  E n t r y  23 t o  r e f l e c t  t h e  a d d i t i o n a l  cost  based 

o n  t h e  proposed i n c r e a s e  i n  r e v e n u e s .  T h e  Commiss ion  is of 

t h e  o p i n i o n  that t h c  asrwRRmont r n t c  of . 8 3 9 R  mills j s  t h e  

c u r r e n t  ra te  f o r  t h i s  a s s e s s m e n t  a n d  t h e  pro-forma e x p e n s e s  

s h o u l d  be a d j u s t e d  a c c o r d i n g l y .  
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(3) On e n t r y  8 B i g  R i v e r s  proposed a pro-forma a d j u s t -  

ment of $7,031,356 t o  re f lec t  t h e  i n c r e a s e d  cost  o f  p r o d u c t i o n  

p l a n t  m a i n t e n a n c e  expense.  I n  d e t e r m i n i n g  t h e  p r o - f o r m a  

p r o d u c t i o n  m a i n t e n a n c e  cost ,  B i g  R i v e r s  u s e d  t h e  1978 main-  

t e n a n c e  e x p e n s e  a s  a b a s i s ,  a n d  a d j u s t e d  t h e  a c t u a l  cost b y  

10% t o  a l l o w  for  i n f l a t i o n .  T h i s  a d j u s t e d  cost  w a s  t h e n  u s e d  

t o  determine a n  average cost  p e r  Kilowatt (name p l a t e  r a t i n g )  

f o r  t h e  g e n e r a t i n g  c a p a c i t y  i n  service f o r  t h a t  p e r i o d .  T h e  

a v e r a g e  cost per  k i l o w a t t  w a s  t h e n  a p p l i e d  t o  t h e  name p l a t e  

c a p a c i t y  a v a i l a b l e  a f t e r  t h e  a d d i t i o n  of G r e e n  U n i t s  1 and 2 .  

Big R i v e r s  s t a t e d  t h a t  t h e  r a t i o n a l e  f o r  u s i n g  t h e  1978 a c t u a l  

m a i n t e n a n c e  c o s t ,  escalated for i n f l a t i o n  w a s  t h a t  t h e  tes t  

y e a r  cost  w a s  n o t  r e p r e s e n t a t i v e  of n o r m a l  costs  due to d e l a y s  

i n  t h e  s c h e d u l e d  g e n e r a t o r  o v e r h a u l s ,  p e n d i n g  t h e  c o m p l e t i o n  

of G r e e n  U n i t  2 .  

The w i t n e s s  f o r  an I n t e r v e n o r ,  National S o u t h w i r e  Aluminum 

Company, proposed a r e d u c t i o n  of $1,973,000 i n  t h i s  p ro- forma 

a d j u s t m e n t .  T h e  I n t e r v e n o r ' s  p o s i t i o n  w a s  based on  a modi-  

f i c a t i o n  of B i g  R i v e r s '  c a l c u l a t i o n  u s i n g  t h e  a c t u a l  p r o d u c t i o n  

m a i n t e n a n c e  cost f o r  t h e  f i r s t  n i n e  m o n t h s  of 1980 w i t h  an 

a l l o w a n c e  for  G r e e n  U n i t  2 based o n  t h e  1980 a c t u a l  G r e e n  U n i t  

1 cos t .  T h i s  amount  w a s  a n n u a l i z e d  a n d  e s c a l a t e d  by 5% f o r  

i n f l a t i o n .  T h e  n e t  r e s u l t  w o u l d  be a r e d u c t i o n  of t h e  pro- 

posed a d j u s t m e n t  by $1,973,000. 

The p r i m a r y  o b j e c t i v e  of t h i s  a d j u s t m e n t  is t o  a r r i v e  a t  

a r e a s o n a b l e  l e v e l  of p r o d u c t i o n  m a i n t e n a n c e  e x p e n s e  b a s e d  o n  

h i s t o r i c a l  costs and t o  estimate t h e  cost associated w i t h  t h e  

a d d i t i o n  of Green  U n i t s  1 a n d  2 for w h i c h  there  w a s  n o  

h i s t o r i c a l  e x p e r i e n c e  t o  e x t r a p o l a t e .  The m e t h o d s  proposed by 

A p p l i c a n t  a n d  t h e  I n t e r v e n o r  bo th  a s s u m e  t h a t  t h e  cost  of 

m a i n t e n a n c e  of t h e  G r e e n  U n i t s  1 a n d  2 w i l l  be t h e  same as t h e  

m a i n t e n a n c e  costs of the other  s t e a m  g e n e r a t i n g  u n i t s .  
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The Commission is of the opinion t h a t  t h i s  methodology is 

n o t  a d e q u a t e l y  suppar ted  by A p p l i c a n t  a n d  t h a t  t h e  m a i n t e n a n c e  

expense a d j u s t m e n t  should be reduced by $2 ,491 ,925 .  I n  

m a k i n g  t h i s  d e t e r m i n a t i o n  t h e  C o m m i s s i o n  h a s  u t i l i z e d  t h e  m o s t  

recent i n f o r m a t i o n  a v a i l a b l e  as a bas is  t o  p r o j e c t  t h e  p r o d u c t i o n  

m a i n t e n a n c e  e x p e n s e .  T h e  REA Form 12 f o r  t h e  t w e l v e  mon th  

per iod e n d i n g  November 30, 1980 r e f l e c t s  a t o t a l  p r o d u c t i o n  

m a i n t e n a n c e  e x p e n s e  of $11,556,961. T h i s  t w e l v e  month p e r i o d  

c o n t a i n s  a f u l l  y e a r ' s  opera t ion  of Green U n i t  1. I n  d e t e r m i n -  

i n g  t h e  projected m a i n t e n a n c e  cost  t h e  C o m m i s s i o n  h a s  utilized 

t h e  ac tua l  m a i n t e n a n c e  e x p e n s e  for t h i s  t w e l v e  mon th  period 

p l u s  a n  allowance f o r  t h e  G r e e n  U n i t  2 e q u a l  t o  t h e  a c t u a l  

cost i n c u r r e d  a t  t h e  G r e e n  U n i t  1. T h i s  a p p r o a c h  a s s u m e s  t h a t  

t h e  main tenance  cost for b o t h  G r e e n  u n i t s  for t h e  f i r s t  y e a r  

of o p e r a t i o n s  w i l l  be e s s e n t i a l l y  t h e  same. The Commission is 

of t h e  opinion t h a t  e l t h o u g h  t h i s  approach t o  p r o j e c t i n g  t h e  

product ion p l a n t  m a i n t e n a r , c e  e x p e n s e  is a l so  somewhat specula- 

t i v e ,  it s h o u l d  be m o r e  a c c u r a t e  t h a n  t h e  approach t a k e n  by 

A p p l i c a n t  . 
( 4 )  T h e  Commission h a s  a d j u s t e d  o p e r a t i o n  and main-  

t e n a n c e  e x p e n s e  by $1,675, a n d  O t h e r  Income Deduc t ions  by  

$22,500 t o  e x c l u d e  a p o r t i o n  of t h e  dues and a l l  cha r i t ab le  

contributions f o r  t h e  test  year. The C o m m i s s i o n  is of the  

o p i n i o n  t h a t  these costs  are n o t  e s s e n t i a l  to t h e  o p e r a t i o n  Of 

an electr ic  u t i l i t y  a n d  s h o u l d  n o t  be b o r n e  by the  ra te  p a y e r s .  

Based o n  these a d j u s t m e n t s  A p p l i c a n t ' s  A c t u a l  a n d  A d j u s t e d  

S t a t e m e n t  of O p e r a t i o n  would appear as  f o l l o w s :  

A c t u a l  A d j u s t e d  
12-31-79 A d j u s t m e n t s  T e s t  Year 

Opera t ing  Revenues $ 1 2 4 , 0 7 7 , 9 9 2  $ 4 3 , 6 7 2 , 5 9 3  $ 1 6 7 , 7 5 0 , 5 8 5  
O p e r a t i n g  E x p e n s e s  1 1 2 , 2 1 3 , 1 6 6  36,809,793 1 4 9 , 0 2 2 , 9 5 9  
N e t  O p e r a t i n g  Margins 11,864,826 6,862,800 1 8 , 7 2 7 , 6 2 6  
Income D e d u c t i o n s :  
I n t e r e s t  o n  Long 

Term Debt 20,348,370 1 5 , 9 5 2 , 8 8 3  3 6 , 3 0 1 , 2 5 3  
Interest. D u r i n g  

C o n s t r u c t  i o n  
Net Interest E x p c n s c  
O t h e r  Deduct i o n  23,017 (22 ,500)  517 
O t h e r  Income 1 , 2 1 9 , 2 7 1  ( 5 9 8 , 8 2 2 )  620,449 
N e t  M a r g i n s  $i 8 , 0 7 2 , 8 6 7  $ ( 2 4 , 9 9 2 , 4 5 7 )  $ ( 1 6 , 9 1 9 , 5 9 0 )  
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REVENUE REQUIREMENTS 

B i g  R i v e r s  h a d  a c t u a l  N e t  O p e r a t i n g  I n c o m e ,  based o n  t h e  

test p e r i o d  e n d i n g  December 31, 1979, of $8,072,867. A f t e r  

t a k i n g  i n t o  cons idera t ion  t h e  a c c e p t e d  p r o - f o r m a  a d j u s t m e n t s  

A p p l i c a n t ' s  Net Income would reflect a d e f i c i t  of $ 1 6 , 9 1 9 , 5 9 0 .  

Big R i v e r s  p r o p o s e d  t o  i n c r e a s e  its a n n u a l  r e v e n u e s  t o  

t h e  e x t e n t  t h a t  t h e y  would realize a T i m e s  In te res t  E a r n e d  

R a t i o  (TIER)  of 1.30 b a s e d  on t h e  a d j u s t e d  t e s t  y e a r .  A p p l i -  

c a n t  s t a t e d ,  a n d  we c o n c u r ,  t h a t  t h e  rate of r e t u r n  on t h e  

a d j u s t e d  N e t  I n v e s t m e n t  R a t e  B a s e  s h o u l d  n o t  be t h e  paramount 

c r i t e r i a  used i n  d e t e r m i n i n g  t h e  r e v e n u e  r e q u i r e m e n t s  h e r e i n .  

However ,  t h e  Commiss ion  is of t h e  o p i n i o n  t h a t  the T'ER r a t i o  

p r o p o s e d  b y  A p p l i c a n t  is i n  e x c e s s  of t h e  amount  r e q u i r e d  t o  

m a i n t a i n  A p p l i c a n t ' s  f i n a n c i a l  i n t e g r i t y .  F u r t h e r m o r e ,  t h e  

e a r n i n g s  of Big R i v e r s  r e c e n t l y  have been  a t  l e v e l s  w e l l  i n  

excess of' t h o s e  r e q u i r e d  by its p r i n c i p a l  l e n d e r s .  T h e  

Commiss ion  is  of t h e  O p i n i o n  and so f i n d s  t h a t  a T i m e s  I n t e r e s t  

E a r n e d  R a t i o  of 1 .225 is  adequate  i n  t h i s  i n s t a n c e  a n d  s h o u l d  

be g r a n t e d .  I n  order t o  a c h i e v e  t h i s  e a r n i n g s  l e v e l  the N e t  

Income allowed s h o u l d  be a p p r o x i m a t e l y  $ 8 , 1 6 7 , 7 8 2 .  I n  order 

t o  a c h i e v e  t h i s  l eve l  of N e t  Income, A p p l i c a n t  s h o u l d  be 

allowed t o  increase its rates by $24,109,533 b a s e d  on 1979 KWH 

sales. The rates set  out i n  t h e  attached Appendix "A" are 

d e s i g n e d  t o  p rov ide  sufficient r e v e n u e  when a p p l i e d  t o  pro- 

jected a n n u a l  sales t o  produce gross a n n u a l  r e v e n u e s  from 

sales of a p p r o x i m a t e l y  $ 1 7 9 , 4 2 6 , 0 8 8 .  

B a s e d  on  t h e  a d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n ,  A p p l i -  

c a n t ' s  rate of r e t u r n  o n  t h e  a d j u s t e d  Net I n v e s t m e n t  is 6.55% 

which is fair, j u s t  and reasonable a n d  will allow A p p l i c a n t  t o  

meet t h e  r e q u i r e m e n t s  of its p r i m a r y  l e n d e r s .  

I n  a l lowing  t h e  T i m e s  Interest  E a r n e d  Ra t io  of 1 , 2 2 5  t h e  

CommleRion hns recognized t h c  low Icvcl of Eqtift ,y ~ x l 1 1 b i t c . d  by 

23% R i v e r s  and t h e  potential savjngs available t o  Big Rivers 
by s e c u r i n g  a l te rna te  sources of c a p i t a l .  B i g  R i v e r s  h a s  

shown a s u b s t a n t i a l  improvemen t  i n  i t s  f i n a n c i a l  c o n d i t i o n  
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over t h e  past  four  fiscal years which shou ld  e n h a n c e  i ts 

a b i l i t y  to s e c u r e  p r i v a t e  f i n a n c i n g .  I n  f a c t ,  B i g  R l v c r s  haR 

b e e n  able t o  achieve a c t u a l  e a r n i n g s  w e l l  i n  excess of t h o s e  

found r e a s o n a b l e  by t h i s  Commiss ion .  T h e s e  favorable  e a r n i n g s  

of B i g  R i v e r s  h a v e  n o t  b e e n  a d m o n i s h e d  by t h e  Commission i n  

t h e  past d u e  t o  t h e  e x t r a o r d i n a r y  c i r c u m s t a n c e s  w h i c h  h a v e  

c a u s e d  t h e  h i g h e r  r e t u r n s  a n d  t h e  n e c e s s i t y  t o  i m p r o v e  i ts 

e q u i t y  p o s i t i o n .  T h e  Commiss ion  is c o n c e r n e d ,  h o w e v e r ,  t h a t  

w i t h  t h e  a d d i t i o n  of jts new g e n e r a t i n g  s t a t i o n s ,  t h e  p o t e n -  

t i a l  e x i s t s  for Big Rivers t o  realize e a r n i n g s  greater t h a n  

t hose  f o u n d  r e a s o n a b l e  h e r e i n .  T h e  record r e f l e c t s  t h a t  

a l t h o u g h  t h e  a d d i t i o n a l  g e n e r a t i n g  c a p a c i t y  is ava i lab le  t o  

Big R i v e r s  n o  a d d i t i o n s 1  b e n e f i t s  will accrue t o  B i g  R i v e r s  

due t o  i ts  inability t o  sell a n y  a d d i t i o n a l  p u r c h a s e d  power on 

a n  i n t e r s y s t e m  basis. I f  t h i s  asser t ion is correct and t h e  

ac tua l  o p e r a t i o n s  of t h e  u t i l i t y  are  r e a s o n a b l y  w i t h i n  t h e  p ro  

forma o p e r a t i n g  s t a t e m e n t ,  B i g  R i v e r s  s h o u l d  earn v e r y  close 

to t h e  allowed TIER. If h o w e v e r ,  B i g  Rivers should be able  t o  

g e n e r a t e  a n d  s e l l  add i t iona l  amoun t s  of power, its e a r n i n g s  

could be c o n s i d e r a b l y  more. T h e r e f o r e ,  t h e  Commission w i l l  

c l o s e l y  m o n i t o r  t h e  f i n a n c i a l  c o n d i t i o n  of Big R i v e r s  to 

a s s u r e  t h a t  e x c e s s i v e  e a r n i n g s  are n o t  p e r p e t u a l l y  ach ieved .  

RATE DESIGN A N D  REVENUE ALLOCATION 

B i g  R i v e r s  p r o p o s e d  t o  m a i n t a i n  t h e  c u r r e n t  r a t e  d e s i g n  

c o n s i s t i n g  of f l a t  r a t e  e n e r g y  a n d  demand charges. I n t e r v e n o r  

N a t i o n a l - S o u t h w i r e  asked t h a t  t h e  Commiss ion  g i v e  f a v o r a b l e  

c o n s i d e r a t i o n  t o  a r a t e  d e s i g n  "providing i n c e n t i v e s  for more 

e f f i c i e n t  use  of t h e  g e n e r a t i n g  c a p a c i t y  o f  B i g  R ive r s "  

(NSA brief, p.14. > -  N a t i o n a l - S o u t h w l r c ' R  wjtneas Mr. H o n a k e r  

presented a n  a l t e r n a t i v e  rate design i n c l u d i n g  s t e p  rates 

i n  e n e r g y  a n d  demand c h a r g e s .  T h e  Commlsslon is of t h e  

o p i n i o n  t h a t  t h e  e v i d e n c e  of record does n o t  justify a n y  

c h a n g e  i n  r a t e  d e s i g n .  
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Big R i v e r s  proposed a l l o c a t i n g  r e v e n u e s  a c c o r d i n g  t o  t h e  

rate d e s i g n  a n a l y s i s  in Exhibit 6 of t h e  a p p l i c a t i o n .  None of 

t h e  i n t e r v e n o r s  f i l i n g  b r i e f s  i n  t h i s  case o b j e c t e d  t o  B i g  

R i v e r s '  proposed a l l o c a t i o n .  The Commiss ion  will u t i l i z e  

B i g  R i v e r s '  proposed r e v e n u e  a l l o c a t i o n .  

B i g  R i v e r s  proposed a d j u s t i n g  t h e  base f ac to r  i n  i t s  F u e l  

A d j u s t m e n t  C l a u s e  t o  reflect  f u e l  cos t s  a t  the end of the test  

y e a r .  The  cost of f u e l  fo r  s y s t e m  s a l e s ,  as a d j u s t e d  i n  t h e  

Commission's m o d i f i c a t i o n  of E n t r i e s  3 and 7 of Big R i v e r s '  

E x h i b i t  5 ,  w a s  $ .010974  per k i l o w a t t  h o u r  a t  t h e  e n d  of t h e  

test  y e a r .  T h e  Commission is of the o p i n i o n  t h a t  t h e  r o l l - i n  

of fuel costs s h o u l d  be allowed i n  t h i s  case. 

The  record reflects t h a t  the c o m m e r c i a l i z a t i o n  of G r e e n  

U n i t  2 will r e d u c e  B i g  R i v e r s '  n e e d  for p u r c h a s e d  power. 

T h e r e f o r e ,  B i g  R i v e r s  p r o p o s e d  d e l e t i n g  t h e  P u r c h a s e d  Power 

A d j u s t m e n t  C l a u s e .  T h e  Commiss ion  is of t h e  o p i n i o n  t h a t  t h e  

purchased power c l a u s e  s h o u l d  be deleted i n  t h i s  case. 

SUMMARY 

The Commission, a f t e r  c o n s i d e r a t i o n  o f  t h e  e v i d e n c e  of 

record a n d  b e i n g  f u l z y  a d v i s e d  is of t h e  o p i n i o n  and s o  f i n d s  

that t h e  n e g a t i v e  m a r g i n s  reflected i n  t h e  p r o - f o r m a  O p e r a t i n g  

S t a t e m e n t  are c l e a r l y  i n a d e q u a t e  and s h o u l d  be i n c r e a s e d  by 

$24,109,535 a n n u a l l y .  

T h e  Commiss ion  is f u r t h e r  o f  t h e  o p i n i o n  t h a t  t h e  ra tes  

and charges proposed by  A p p l i c a n t  a re  u n f a i r ,  u n j u s t  a n d  

u n r e a s o n a b l e  i n  t h a t  t h e y  p r o v i d e  r e v e n u e  i n  excess of t h a t  

deemed r e a s o n a b l e  h e r e i n .  

IT IS THEREFORE ORDERED, t h a t  t h e  ra tes  a n d  charges se t  

out in Append ix  "A"  attached hereto and made a p a r t  hereof a r e  

approved for  s e r v i c e  r e n d e r e d  o n  a n d  a f te r  t h e  d a t e  of t h i s  

Order. 

IT IS FURTHER ORDKRED, t h a t  the r a t e s  and c h n r g c s  propoaed 

by  Big R i v e r s  E l e c t r i c  C o r p o r a t i o n  are u n f a i r ,  u n j u s t ,  a n d  

u n r e a s o n a b l e  and are hereby d e n i e d .  
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IT IS FURTHER ORDERED, that Big R i v e r s  Electric  C o r -  

p o r a t i o n  s h a l l  file with t h e  Commission within thirty (30) 

days from t h e  d a t e  of this Order I t s  revised t a r i f f  sheets 

s e t t i n g  out the rates approved h e r e i n .  

Done at Frankfort, Kentucky, this 21st day of January, 

1981. 

ENERGY REGULATORY COMMISSION 

Chairman I 

ATTEST : 

Secretary 



: e 
APPEND1 X " A "  

APPENDIX TO AN ORDER OF THE ENERGY REGULATORY 
COMhlISSION IN CASE NO. 7917 DATED JANUARY 21,  
1981 

The following rates and charges are prescribed for the 

customers in the area served by Big Rivers Electrjc Corporation. 

All other rates and charges not specifically mentioned herein 

shall remain the same as those in effect under authority of this 

Commission prior to the date of this Order. 

RATE SCHEDULE: 

A .  Rlonthly Delivery Point Rate: 

(1) Demand charge of: 

A l l  KW of billing demand at $ 6 . 2 5  per kilowatt. 

(2) Plus an energy charge of: 

(a) All Kwh per month at $.015219 per KWH plus an 
additional charge of $.000322 per KWH for the 
specific purpose of amortizing the ten-year 
loan from t h e  L o u i s v i l l e  Bank for Cooperatives, 
this additional $.000322 per KWH to continue 
until the said debt is paid. The total energy 
charge will be $.015541 per KWH until such debt 
is paid and $.015219 per KWH thereafter. 

B. Fuel Clause 

The energy charge shall be increased or decreased by a fuel 
adjustment factor as follows: 

- $.010974 F 
S 
-- 

I 


